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AUDITING STANDARDS BOARD (ASB) MEETING
September 28-30, 2004
Atlanta, GA
MEETING ATTENDANCE
ASB Members
John Fogarty , Chair
Harold Monk, Jr., Vice Chair
Barton Baldwin
Gerald Burns
Craig Crawford
George Fritz
James Goad
Daniel Goldwasser
Lynford Graham
Auston Johnson
James Lee II
Wanda Lorenz (except Thursday)
Susan Menelaides (except Thursday)
William Messier, Jr.
Daniel Montgomery
Diane Rubin
Mark Scoles
Scott Seasock
Michael Umscheid
AICPA Staff
Richard Miller, General Counsel & Trial Board
Chuck Landes, Director, Audit and Attest Standards
Hiram Hasty, Technical Manager, Audit and Attest Standards
Judith Sherinsky, Technical Manager, Audit and Attest Standards
Sharon Walker, Technical Manager, Audit and Attest Standards

Guests
Marcia Buchanan, Government Accountability Office
Julie Anne Dilley, PriceWaterhouse Coopers LLP
Bob Dohrer,
Brian Fox, Capital Confirmation Inc.
Carmen Harris, Government Accountability Office
Chris Rouse
Cynthia Tidleton, Government Accountability Office
Mary Ann White, Securities and Exchange Commission

AGENDA ITEMS PRESENTED AT MEETING
1.

Audit Documentation

Mr. Graham, Chair of the Audit Documentation Task Force (task force), presented a
marked draft of revised Statement on Auditing Standards (SAS) No. 96, Audit
Documentation, to the Auditing Standards Board (ASB). Mr. Graham indicated that the
draft was responsive to the Board’s direction at the June 2004 ASB meeting, that is to
base the structure and language in the revised audit documentation standard on the
International Auditing and Assurance Standards Board’s (IAASB) exposure draft ISA
230, Audit Documentation and converge the guidance in the Public Company Accounting
Oversight Board’s AS No. 3, Audit Documentation, that is not contained in ISA 230 and
is considered applicable/appropriate for the audits of nonissuers. The draft was also
responsive to the prior direction from that ASB regarding the role of auditor judgment,
and the specification of file assembly and retention periods.
After discussion of the task force’s proposed revisions and consideration of the ISA 230
exposure draft, the ASB directed the task force as follows:
a. to stipulate a file assembly period of 60 days from the date the report is issued to
the client; and
b. to stipulate a minimum file retention period ordinarily not expected to be less than
five years from the date of the auditor’s report; and
c. to restructure the discussion of the post audit report documentation requirements.
The task force amended the document and presented a proposed exposure draft to the
ASB.
The ASB reviewed the revised documentation standard and provided further comments to
the task force. The task force will work through the comments and circulate a proposed
exposure draft to the task force, and then to the ASB to (i) provide any further comments,

and (ii) approve a ballot vote. A conference call may be needed to address any
substantive issues that arise in this process.

2.

IAASB Update

Mr. Fogarty provided the Board with an update of the IAASB projects that may impact
the risk assessment proposed standards. Mr. Fogarty discussed the status of the following
IAASB projects:
1. Auditor’s Reports—at its December 2004, the IAASB is expected to vote as final
ISA 700, The Independent Auditor’s Report on a Complete Set of General
Purpose Financial Statements. At the same meeting the IAASB is expected to
vote to expose ED ISA 701, Qualifications to the Auditor’s Report. ISA 800,
Special Reports, is also a topic on the IAASB agenda.
2. Auditor Communication—the IAASB added this topic to its agenda. The
objective of the project is to modernize auditor’s communications with “those
charged with governance” (Board of Directors and Audit Committees).
3. Related Parties—a task force was established by the IAASB. The objective is to
address the issue of clarity of related party disclosures.
4. Estimates—the IAASB has a task force working on the issue of estimates and
how to deal with audit differences. The IAASB expects to vote revised ISA 540,
Auditing Accounting Estimates and Related Disclosures, for exposure at its
December 2004 meeting.
5. Materiality—the relationship between estimates and materiality is crucial. The
IAASB has prepared a draft document and an exposure draft of revised ISA 320
Materiality in the Identification and Evaluation of Misstatements, is expected to
be released in December 2004. Issues currently included in the draft document
include the definition of materiality and tolerable error; consideration of
qualitative factors in materiality and the recognition that currently there are
benchmarks used in practice to determine materiality.
3.

Risk Assessment1

Mr. Fogarty reported that the task force met on September 7, 2004 via conference call to
discuss the following revised exposure drafts:
1. Planning and Supervision
2. Audit Risk and Materiality
3. Audit Evidence

1

See the Appendix for the background information of the risk assessment project.

A meeting of the task force is scheduled for October 11, 2004 to discuss the
Understanding the Entity and its Environment and Assessing the Risk of Material
Misstatement and Performing Audit Procedures in Response to Assessed Risks and
Evaluating the Audit Evidence Obtained exposure drafts.
Planning and Supervision
In June 2004, the IAASB issued ISA 300, Planning an Audit of Financial Statements.
Unlike the other risk assessment exposure drafts, ISA 300 is not identical to the proposed
SAS, Planning and Supervision because ISA 300 was developed after the exposure drafts
were issued. It is the task force’s view that the main difference between the ISA and the
ED is largely due to organization because most of the elements excluded from the
proposed Planning and Supervision Exposure Draft are elsewhere in existing or proposed
U.S. literature. In order to align the proposed Exposure Draft with ISA, the task force
recommends that the ASB adopts the outline of ISA 300 and reference in the proposed
Exposure Draft any elements missing from ISA 300 that are located elsewhere in U.S
GAAS. This course of action will require re-exposure of at least the Planning and
Supervision exposure draft. The ASB supported this recommendation.

Audit Risk and Materiality
Mr. Fogarty stated that the IAASB added a project to its agenda to revise ISA 320, Audit
Materiality, and has developed a draft document although it has not been issued for
exposure (expected sometime late 2004 or early 2005). Mr. Fogarty stated that the ASB
needs to address the issues in the proposed ISA or face the need to immediately readdress the project when the ISA is finalized. The task force recommends addressing the
issues that deal with the performance of the audit procedures and not address the issues of
evaluating audit differences which currently are addressed in the Performing Audit
Procedures in Response to Assessed Risks and Evaluating the Audit Evidence Obtained
exposure draft. The ASB supported this recommendation.
Mr. Monk stated that the ASB should address the issue of “clarity” now, i.e., the use of
present tense verbs or adopt the “should or should consider” terminology and questioned
the use of the word “must” in the risk assessment standards. Mr. Fogarty stated that the
risk assessment exposure drafts are written using the “should and should consider” format
to express whenever guidance is mandatory. The IAASB highlights in bold letters
mandatory guidance and uses verbs in the present tense else. The IAASB has undergone
a “clarity project” to address the issue of how mandatory guidance should be worded.
But, any change in terminology will be adopted prospectively rather than retrospectively
revise all of the IAASB literature. Mr. Graham pointed out that SAS 99, Consideration
of Fraud in a Financial Statement Audit, was written using the ISA phraseology and now
there is an inconsistency in how the U.S. standards are written. Mr. Fogarty stated that
the ASB will also need to address how to change the language in SAS 101, Auditing Fair
Value Measurements and Disclosures, i.e., revise it prospectively or retrospectively. Mr.

Fogarty recommended that all task forces identify in their projects all guidance that is
intended to be mandatory and the ASB will address the issue of wording later.

Audit Evidence
Mr. Fogarty led a discussion of the revised exposure draft and pointed out some of the
most significant issues in the draft such as, the categorization of assertions and the
addition of scanning as an audit procedure.
Timetable
The task force is scheduled to meet on October 11, 2004 and then it will present the
following revised exposure drafts at the December 2004: 1) Planning and Supervision,
2) Audit Evidence, 3) Understanding the Entity and its Environment and Assessing the
Risk of Material Misstatement and Performing Audit Procedures in Response to Assessed
Risks and Evaluating the Audit Evidence Obtained.
4.

Using the Work of a Specialist

Mr. Umscheid presented this matter to the ASB. The task force is charged with
considering revising or replacing the guidance in SAS No. 73, Using the Work of a
Specialist to address the following two distinct uses of specialists:



The auditor engages an outside (non-firm) specialist to provide specialized skills or
knowledge that are needed during the audit but not available on the engagement team
The auditor uses as audit evidence the work product of a nonemployee specialist
engaged by management.

Mr. Umscheid’s presented drafts of the Illustrative SASs drafted by the task force: 1)
Using an Outside Specialist to Assist in the Audit (Auditor’s Specialist) and 2) Using the
Work of Management’s Nonemployee Specialist (Management’s Specialist). ASB
members questioned the significance of the auditor making a determination whether an
outside specialist should be considered a member of the engagement or not, i.e., if an
outside specialist is considered a member of the engagement team, what incremental
audit effectiveness does this bring? ASB members expressed the view that, in terms of
audit effectiveness, objectivity should be the most important factor in engaging an
outside specialist. ASB members also expressed the concern that the Auditor’s Specialist
Illustrative SAS, as currently constructed, may impose undue restrictions on smaller
firms and suggested that the guidance to determine whether an outside specialist should
be considered a member of the engagement team be more flexible.
After discussion, the ASB directed the task force as follows:

1. De-emphasize the requirement that the auditor needs to make a determination
whether the outside specialist should be considered a member of the engagement
team.
2. Define the term audit firm by referring to the AICPA rules.
3. Expand and strengthen the objectivity and consider converting some of the
evaluative items into criteria or requirements.
The ASB decided to approach the International Auditing and Assurance Standards Board
(IAASB) to see if the IAASB is interested on adding this project to its agenda and
leveraging off this project.
The task force will meet to address the ASB’s directives described above. The task force
will present revised drafts of the Illustrative SASs at the December 2004 meeting.
5.

AT 501

Mike Umscheid, chair of the AT 501 Task Force (task force) led the ASB in a discussion
of a proposed revision of SAS No. 60, Communication of Internal Control Related
Matters Noted in an Audit, and Statement on Standards for Attestation Engagements No.
10, Reporting on an Entity’s Internal Control Over Financial Reporting (AT 501) to
reflect:
•

Certain comments on the exposure draft of AT 501 issued on March 18, 2003.

•

Aspects of Public Company Accounting Oversight Board (PCAOB) Auditing
Standard (AS) 2, An Audit of Internal Control Over Financial Reporting Performed
in Conjunction with an Audit of Financial Statements.

•

The views of regulators of insurance companies and financial institutions, as well as
the Government Accountability Office which all use AT 501 to report on internal
control.

The ASB:
•

Noted that the definition of significant deficiency in AS 2 is more specific and
rigorous than the definition of reportable condition in SAS No. 60. Many more
significant deficiencies would probably be identified using the criteria for a
significant deficiency.

•

Voted to replace the definition of material weakness in SAS No. 60 with the
definition used in AS 2 and to replace the term reportable condition with the term
significant deficiency and the definition of that term in AS 2.

•

Agreed that the task force should develop a revised draft of SAS No. 60,
incorporating the terminology and definitions in AS 2.

•

Concluded that the changes in terminology made to SAS No. 60 would also need to
be made to AT 501.

•

Noted that AS 2 requires management to evaluate and report on internal control.
Discussed the extent of the internal control work management would have to do to
enable the practitioner to report on management’s assessment of or assertion about
internal control

•

Agreed that the ASB needs to update AT 501 to better reflect current needs including
clarifying what constitutes an adequate basis for management’s assertion.

•

Noted that the purpose of reports on internal control is to encourage entities to
improve their internal control; accordingly, management should be required to have a
basis for making an assertion about its internal control over financial reporting.

•

Suggested an incremental process in which the practitioner could report on the design
of internal control and, at a later date, report on the operating effectiveness of internal
control.

•

Discussed the task force’s proposal that management be responsible for “monitoring”
internal control rather than “evaluating” internal control over financial reporting. The
Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission describes monitoring, in part, as
assessing the quality of an entity’s internal control over time.

•

Noted that the constituency for AT 501 engagements is primarily the U.S.
Government Accountability Office, the Federal Deposit Insurance Corporation.
Potential constituencies include regulators of insurance companies, and regulators of
not-for profit entities.

•

Noted that many government entities need flexibility in reporting on internal control
because although management of such entities currently may be unable perform their
own assessment of internal control, they need to move in that direction. The ASB
would not want to preclude practitioners from performing internal control
engagements in that sector.

•

Expressed concern about having two audit reports in the marketplace that might look
the same but entail different work. The report on an AT 501 engagement would need
to clearly describe the nature of the engagement and how it differs from an AS 2
engagement.

•

Discussed whether management should be required to document its internal control or
whether the practitioner could do that.

The task force will return to the ASB after discussing the views expressed at the meeting
and determining which facets of the engagement should be required and the rationale for
those decisions.

Appendix

Risk Assessment Project
Background Information

On December 2, 2002 the ASB issued an exposure draft of a suite of seven proposed
Statements on Auditing Standards (SASs) relating to the auditor’s risk assessment
process. The exposure draft consists of the following proposed SASs:
•
•
•
•
•
•

•

Amendment to Statement on Auditing Standards No. 95, Generally Accepted Auditing
Standards
Audit Evidence, which would supersede SAS No. 31, Evidential Matter (AU sec. 326)
Audit Risk and Materiality in Conducting an Audit, which would supersede SAS No.
47, Audit Risk and Materiality in Conducting an Audit (AU sec. 312)
Planning and Supervision, which would supersede “Appointment of the Independent
Auditor” (AU sec. 310), and SAS No. 22, Planning and Supervision (AU sec. 311)
Understanding the Entity and Its Environment and Assessing the Risks of Material
Misstatement (Assessing Risks)
Performing Audit Procedures in Response to Assessed Risks and Evaluating the Audit
Evidence Obtained, which would supersede SAS No. 45, Substantive Tests Prior to
the Balance-Sheet Date (AU sec. 313), and, together with the proposed SAS
Assessing Risks would supersede SAS No. 55, Consideration of Internal Control in a
Financial Statement Audit (AU sec. 319)
Amendment to SAS No. 39, Audit Sampling

In October 2003, the IAASB completed the international phase of the risk-assessment
project by issuing the following three International Standards on Auditing (ISA):
•
•
•

ISA 315, Understanding the Entity and Its Environment and Assessing the Risks of
Material Misstatement
ISA 330, The Auditor's Procedures in Response to Assessed Risks
ISA 500, Audit Evidence.

